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THE STEEL CORPORATION'S BOND CONVERSION: 
A CORRECTION. 

In the November issue of this Journal, Professor E. S. 
Meade gives prominence to the recent suit of Mr. Hodge 
against the Steel Corporation, referring to it as generally 
considered a "strike suit." If he had made careful inquiry, 
he would not have used this language. That the defend- 
ants in this suit could obtain a withdrawal without pecun- 
iary outlay was well known to them. Mr. Hodge's offer 
of withdrawal, made through me in writing at an early 
stage of the litigation, asked simply a resubmission of the 
scheme to the stockholders with full information as to its 
main features, or else its modification by taking from the 
Morgan syndicate all advantage over the other preferred 
stockholders, giving it no longer option to subscribe for the 
bonds, no greater time to pay subscriptions, and no com- 
mission except upon the amount which the syndicate 
should absolutely bind itself to underwrite. 

The point upon which the Vice Chancellor decided the 
case in Mr. Hodge's favor, if sustained, would have forced a 
resubmission to the stockholders. It would probably then 
have been voted down. The notice upon which their proxies 
had been obtained had been so drawn as to give the impression 
that the whole bond issue had been underwritten; and the 
syndicate's extraordinary option was not apparent. The 
stockholders were indeed informed that by calling at the 
Morgan office they could secure complete copies of the pro- 
posed contract; but, as Professor Meade truly says, nobody 
called. Each assumed that he had enough information, 
and did not need to examine legal documents. The most 
interesting question to the public in the Hodge suit was 
whether this notice sufficiently discharged the duties of 
the directors. The New Jersey court held that it did. 
Other courts have set up a much higher standard, and 
required of interested directors the fullest disclosure. The 
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standard set by the State which has fathered so large a 
proportion of the modern "trusts" has had no small in- 
fluence upon public confidence in their securities. 

Time has already vindicated Mr. Hodge. Public senti- 
ment recognizes this, and has forced the surrender of the 
syndicate option. Mr. Schwab's valuations have been 
condemned by the market, and by the abandonment of 
dividends, to the loss of so many common stockholders. 
The principle of his valuation, that in bonding a company 
it should be capitalized on the basis of the profits of a year 
of prosperity, instead of upon the availability of its assets 
in a period of depression, was never indorsed by conserva- 
tive men, although it passed muster with the New Jersey 
courts. 

The fact that Mr. Hodge was publicly joined as complain- 
ant by no other stockholder of record was not due to lack 
of sympathy, — of that he received a plenty, — but to two 
conditions which are among those that most contribute to 
the success of the modern "trust" financier. Persons with 
large interests at stake cannot afford to join openly, because 
they are afraid that the dominant powers in Wall Street 
may take revenge by attacking their financial credit and 
excluding them from profitable enterprises. Small stock- 
holders have not sufficient interest pecuniarily to justify 
the annoyance and notoriety and the newspaper abuse 
to which they would be subjected. Even necessary expert 
testimony is difficult and expensive to obtain, through 
fear of boycott: and the swiftness with which the directors' 
plans are carried through after their announcement leaves 
stockholders but little time for consultation and none for 
deliberate action. It is only when the plans fail for other 
causes, as in the shipbuilding case, that the minority have 
time for investigation or combined action. 

Edward B. Whitnet. 
New Yobk. 



